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ABSTRACT
Manufacturing sector plays an important role in the Malaysian economic
development. Manufacturing sector also provide a broad marketing channel to Small
and Medium Industries (SMls) which subsequently spur linkages within the industria!
sector. Apart from this, manufacturing sector also serve as a platform for foreign
direct investment (FDI) that could potentially lead to technology transfer. Since
manufacturing plays an important role in development, it is crucial to identify and
understand the sources of labour productivity growth in this sector.
This paper attempts to analyze the sources of labour productivity growth in
manufacturing industries in Malaysia. Three sources of growth identified in this
paper are capital-labour ratio, quantity of labour and efficiency which usually traced
to two broad factors. First, contribution from physical inputs namely capital-labour
ratio and the quantity of labour and second, contribution from improved efficiency due
to technological advancement and other factors that may increase the quality of
inputs. The analyses in this paper are based on the Manufacturing Industrial Survey
data of 1975 to 2004 collected by the Department of Statistics Malaysia.
vi
CHAPTER ONE: INTRODUCTION
1.1 Labour Productivity
Labour productivity is defined to be "the ratio of a volume measure of output to a
volume measure of input" .Measured labour productivity will vary as a function of
both other input factors and the efficiency with which the factors of production are
used (total factor productivity). So two firms or countries may have equal total factor
productivity productive technologies but because one has more capital to use, labour
productivity will be higher.
Labour productivity improved significantly to 3.5% in 2007 compared to 1.2% in 2005,
boosted by higher productivity growth in the agriculture, manufacturing and the
services sectors. Increased use of capital and improvement in business processes,
as well as higher values of products and services, resulted in the better productivity
outturn. Estimates by Bank Negara Malaysia showed that total factor productivity
growth recorded an increase of 2.3% as compared to 2,1% in 2005, signifying better
productivity gains arising from improvements in the utilisation of factor inputs through
technological progress and overall efficiency improvement. Data from the Monthly
Manufacturing Survey published by the Department of Statistics revealed that
manufacturing sales grew by 11.1 % in nominal terms during the year. However, real
sales value per worker recorded a marginal decline of 0.2% as total headcount and
inflation increased at a faster pace (7.3% and 3.6% respectively) compared with the
previous year (3.9% and 3% respectively).
Against a backdrop of favourable international economic conditions and an
increasingly mobile workforce, the competition for talent and skilled workers has
~ntensified. Workers who are equipped with the right technical and managerial
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